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Worker/Management 
Awareness of Code
FLA Principle of Monitoring, Obligation of 
Companies: Ensure that all Company factories as well 
as contractors and suppliers inform their employees 
about the workplace standards orally and through the 
posting of standards in a prominent place (in the local 
languages spoken by employees and managers) and 
undertake other efforts to educate employees about the 
standards on a regular basis.
Factory has provided the workforce with the code of conduct 
(COC); it was posted at announcement boards on the production 
floor and in other visible points such as the office, receptionist 
desk, and time recording machines in the local language. 
However, most interviewed workers had no idea of the aim and 
content of the COC. The training program, especially the 
orientation training for new workers, did not cover the training of 
COC. Last training of COC was conducted July 13, 2005 for 17 
people from the supervisor level. There was no evidence 
indicating that there were other efforts undertaken by the 
company to communicate code obligations to both management 
document review; 
worker and 
management interviews 
1) Factory is expected to implement a program for 
periodic in-house training on COC elements and 
other labor practices to both existing and new 
workers. 2) All training must be documented with 
supporting training documentation such as content 
material and attendance.
Confidential Noncompliance 
Reporting Channel
FLA Principle of Monitoring, Obligation of 
Companies: Develop a secure communications 
channel, in a manner appropriate to the culture and 
situation, to enable Company employees and 
employees of contractors and suppliers to report to the 
Company on noncompliance with the workplace 
standards, with security that they shall not be punished 
or prejudiced for doing so. 
Nike did not develop a secure communication channel to enable  
company employees and employees of contractors and suppliers 
to report to the company on noncompliance with the workplace 
standards.
factory observation; 
worker and factory 
interviews
PC objective is to strengthen contract 
manufacturers’ internal grievance systems, so that 
direct involvement by PC in employee grievances 
should be considered a last resort. In alignment with 
Nike’s objective to strengthen contract 
manufacturers’ internal grievance processes, 2 pilot 
educational programs facilitated by local Non-
Governmental Organizations are underway currently 
in Indonesia and China. In addition, Nike compliance 
staff spends time listening to factory employees 
during one-on-one confidential interviews during in-
depth management audits. More than 9,000 factory 
employees were confidentially interviewed by Nike 
compliance staff from August 1, 2002 through the 
end of May 2004.
Employment Terms The granted collective bargaining (PKB) Article: 20: if there is 
transfer of job including demotion, the worker will be notified 2 
days in advance before the job transfer takes place; if there is 
no official letter regarding the job transfer, the pertinent 
worker has the right to refuse it.
Employment terms shall be those to which the worker 
has voluntarily agreed.
At least 3 workers who found have been transferred from PPIC 
and shipping department to sewing section due to efficiency 
reasons have not been provided an official transfer job letter yet. 
These workers have no experience with sewing work. They 
mentioned they were demanded to pass sewing training in a 
month; otherwise, they would be demoted to janitor service. 
Also, worker from workshop was transferred from time study 
section and janitorial worker was from sewing section. These 
last mentioned workers had been issued the official transfer job 
letter. However, all of them suggested that in practice, workers 
would receive the official transfer job letter later on upon being 
transferred for some days. It was added such job transfers were 
usually practiced as forced resignation to make them feel 
discomfort, since the working environment in the new section 
was not appropriate to their skills. Also, there was no chance for 
them to challenge the decision. According to management 
information, job transfers were common things in the factory, 
based on necessity of  sections. Besides, personnel manager 
could not fully control the job transfer process, since supervisors 
were usually late to report that they had transferred their 
workers. Management also claimed that jpn transferd could not 
be classified as demotion, since their wages and benefits were 
document review; 
worker and 
management interviews 
1) Factory to develop a transferred worker log book 
to control transfer procedure on a monthly basis. 2) 
Factory to discuss appeal procedure in relation to 
transferred workers with union.
Other: Employer Signature on 
Employment Agreement  
Labor Act UU No.13/2003, Chapter IX, regarding Employment 
Relations, Article 54.1: A written work agreement shall at 
least include (a) name, address and line of business; (b) 
name, sex, age and address of worker/ laborer; (c) 
occupation or type of job; (d) place, where job is to be carried 
out; (e) amount of wages and how wages shall be paid; (f) job 
requirements stating rights and obligations of both 
entrepreneur and worker/laborer; (g) date the work 
agreement starts to take effect and period during which it is 
effective; (h) place and date where work agreement is made; 
and (i) signatures of parties involved in work agreement.
HRD manager did not sign most of the contract agreements 
made for contract workers June 1, 2006.
document review; 
worker and 
management interviews 
Factory to develop a hiring procedure to make sure 
all employment agreements are in accordance to 
law and signed by both parties.
All contract agreements are being 
signed by HR manager (based on 
H&Ms current regular monitoring 
process).
Other: Copy of Employment 
Agreement
Labor Act UU No.13/2003, regarding Employment Relation, 
Chapter IX Article 54.3: A work agreement shall be made in 2 
counterparts which have the same legal force, 1 copy of 
which shall be kept by the entrepreneur and the other by 
worker/laborer.
No copy of contract agreement provided for contract workers. 
Only the original copy kept in the personnel file.
document review; 
worker and 
management interviews 
Factory to provide copy of contract agreement that 
shall be made in 2 equally legally binding copies for 
workers.
Other: Improper Employment 
Practice Under Specified 
Period of Time Contract 
Worker
Labor Act No. 13/2003, Article 59: 1) A work agreement for a 
specified time can only be made for a certain job, which, 
because of type and nature of job, will finish in a specified 
time, that is: a) work to be performed and completed at once 
or work which is temporary by nature; b) work whose 
completion is estimated time which is not too long and no 
longer than 3 years; c) seasonal work; or d) work that is 
related to a new product, a new activity or an additional 
product that is still in the experimental stage or try-out phase. 
2) A work agreement for a specified time cannot be made for 
jobs that are permanent by nature. 7) Any work agreement for 
a specified time that does not fulfill requirements mentioned 
under subsections 1, 2, 4, 5, and 6 shall, by law, become a 
work agreement for an unspecified time. Article 62: If either 
party in a work agreement for a specified time shall 
terminates employment relations prior to expiration of 
agreement, or if their work agreement has to be ended for 
reasons other than what is given under subsection 1 of Article 
61, the party that terminates the relation is obliged to pay 
compensation to the other party in amount of 
worker’s/laborer's wages until expiration of agreement. Labor 
Minister Decree No. KEP.100/MEN/VI/2004 regarding 
implementation of specified period of time contract (PKWT), 
Chapter I, Article 2: 2) Working condition agreed in PKWT 
must not be lowered than stipulations in prevailing laws. 
Chapter VI: Registration of PKWT Article 13: PKWT shall be 
registered by employer to the authorized manpower institution 
in the local district/ city 7 days, at latest, since it was signed. 
Article 15: In case renewal of PKWT does not elapse 30 days 
after expired date of PKWT renewal and is not changed to be 
Improper employment practices applied under specified period of 
time contract workers. Improprieties were as follows: # workers 
employed under specified period of time contract while jobs 
performed are permanent by nature since all these workers are 
positioned at almost all production sections. Factory renewed 
some workers' contract agreements with the new end time of the 
contract from September to August 2006. Initially, factory issued 
contract agreements that supposedly ended September 2006. 
Factory only maintained latest contract agreements for specified 
period for time contract workers. Worker interviews found that 
[contracts were] renewed every 3-6 months and # sewing 
workers have been hired since a year ago with about # 
consecutive contract agreements. In practice, workers will be 
required to submit new contract agreements whenever previous 
contract period has ended. Furthermore, record review found 
completed set of contract agreements from beginning; end of 
contract was only maintained on personnel files for those 
contract workers who have been promoted as permanent 
workers. From [personnel file review], a worker submitted a 
resignation letter dated the day the contract ended and also 
submitted the new application letter dated that same day. No 
employment contracts have been registered to local labor 
department.
document review; 
worker and 
management interviews 
Presently, contract workers valid for 6 months would 
be end in December 2006. For the next, contract 
workers would be valid for 1 year.
Training of Management in 
Disciplinary Practices
Employers will provide training to managers and 
supervisors in appropriate disciplinary practices.
There was no training given to managers and supervisors on the 
appropriate disciplinary practices.
document review, 
management interview
Factory management to conduct training to 
managers and supervisors regarding implementation 
of disciplinary practice to ensure disciplinary actions 
are taken in accordance with collective agreement 
bargaining (PKB).
Pregnancy Risk Labor Minister Regulation Per-03/MEN/1989 Article 3: 
Employer has to plan and give job transfers to pregnant 
workers without reducing their rights, if the current job (current 
section) is not suitable for pregnant workers. 
Employers will ensure that pregnant women are not 
engaged in work that creates substantial risk to their 
health.
Pregnant workers (at least 1 in QC sewing, 1 in embroidery) 
worked in a standing position; there were no chairs provided for 
them to be used  on an occasional basis. In addition, factory 
does not have policy and procedure regarding treatment of 
pregnancy workers, including a policy to redistribute pregnant 
workers to a more secure section.
factory observation, 
document review, 
worker interview
Develop policy and procedure for pregnant women 
in the work place to make sure they are safe from 
substantial risk to their health and the health of their 
unborn child.
Fire Safety: Health and Safety 
Legal Compliance
Labor Ministry Circular No. SE-05/BW/1997: Factory shall 
maintain hazard assessment to determine if personal 
protective equipment (PPE) is sufficient for working 
conditions.
Employer will comply with applicable health and safety 
laws and regulations. In any case where laws and COC 
are contradictory, the higher standards will apply. 
Factory will possess all legally required permits.
There was no system on ESH hazards identification established 
in place. 
document review, 
management interview
1) Factory to collect all job titles. 2) Factory to 
conduct hazard identification in the work place.
Fire Safety: Health and Safety 
Legal Compliance
Government Regulation No.27 of 1999 Regarding Analysis of 
Environmental Impacts, Chapter I, Article 3: 1) Businesses of 
activities that might cause notable and significant impacts on 
the environment are:  a) Transformation of land structure and 
topography condition; b) Exploitation of renewable and non-
renewable natural resources; c) Process and activities 
potentially capable to cause depletion, pollution, and damage 
to environment, and depletion of natural resources in 
application; d) Process and activity that may affect the 
natural, manmade, social and cultural environment; e) Process 
and activity that may affect preservation of natural resources 
conversation sites and/or cultural conservation sites; f) 
Introduction of type of plants, animals and micro organisms; 
g) Production and usage of organic and non-organic 
substances; h) Application of technology predicted to have 
considerable potential to affect the environment; i) Activity 
having high risk and/or affecting national security. 2) Types of 
businesses and/or activities referred to subsection 1) required 
having environmental impact assessment, which shall be 
established by the Minister after taking account of 
recommendation and opinions of other minister and/or head of 
non-departmental agencies involved. 4) Types of businesses 
and/or activities which are excluded from those referred to 
subsection 2) shall establish environmental management plan 
and environmental monitoring plan, assisted by the agency in 
charge of the relevant business and/or activity. Article 32: 
Company shall submit the evaluation report of UKL and UPL 
Employer will comply with applicable health and safety 
laws and regulations. In any case where laws and COC 
are contradictory, the higher standards will apply. 
Factory will possess all legally required permits.
It was found that environmental management plan and 
environmental monitoring plan report called UPL/UKL issued 
March 28, 2002 were not renewed every 6 months as required. 
document review, 
management interview
Factory to re-new UPL/UKL report every 6 months 
as required.
Factory has the new UPL/UKL report 
(based on H&M current regular 
monitoring process).
Fire Safety: Health and Safety 
Legal Compliance
Labor Minister Regulation No. PER-01/MEN/1979 regarding 
Obligation of HYPERKES (Hygiene, Factory, Health and 
Safety) Training for Company’s Paramedics, Article 1: Every 
company is obliged to participate its company’s paramedics 
for HYPERKES training.
Employer will comply with applicable health and safety 
laws and regulations. In any case where laws and COC 
are contradictory, the higher standards will apply. 
Factory will possess all legally required permits.
Nurses of on-site clinic were not certified for Occupational Health 
and Safety training conducted by Labor Department.
document review; 
worker and 
management interviews 
Factory to train nurses on Occupational Health and 
Safety by government. It would be listed to training 
program in 2007.
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1. Code Awareness
3. Child Labor
4. Harassment or Abuse
Every employee will be treated with respect and dignity.  No employee will be subject to any physical, sexual, psychological or verbal harassment of 
abuse.
No person will be subject to any discrimination in employment, including hiring, salary, benefits, advancement, discipline, termination or retirement, on 
the basis of gender, race, religion, age, disability, sexual orientation, nationality, political opinion, or social or ethnic origin.
Employers will provide a safe and healthy working environment to prevent accidents and injury to health arising out of, linked with, or occurring in the 
course of work or as a result of the operation of employer facilities.
5. Nondiscrimination
6. Health and Safety
Company Verification Follow Up
2. Forced Labor 
There will not be any use of forced labor, whether in the form of prison labor, indentured labor, bonded labor or otherwise.
No person will be employed at an age younger than 15 (or 14 where the law of the country of manufacture allows) or younger than the age for 
completing compulsory education in the country of manufacture where such age is higher than 15.
Remediation Updates (Cite Date of Follow Up) Third-Party Verification
Nike, Inc.
IEM Findings
FLA Audit Profile
Indonesia
070033364E
Bureau Veritas - CPS Indonesia
Men's, Women's and Children's T-Shirts, Polo Shirts, Tank Tops, Sweatshirts, Cardigans, Pants, 
Cutting, Sewing, Finishing, Packing, Warehouse, Pressing, Embroidery (Garment Division)
August 10-11, 2006
Company Note: Nike worked with the factory for over a year to improve 
compliance issues as well as product concerns. Nike is no longer ordering 
product to be manufactured with this factory. Nike was able to collaborate with 
another brand in the factory to encourage factory remediation of several key 
issues. 
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Evacuation Procedure The Safety Act UU No.1/1970, regarding Occupational Safety 
Law Chapter III, Article 3: By means of regulation, the 
following occupational safety requirements are stipulated to: 
d) provide opportunities to evacuate during fire or other 
hazardous events. Labor Minister Regulation No: PER-
07/1964, regarding Condition of Health, Cleanness and 
Lighting in Workplace Article 2: Every establishment of an 
undertaking shall include the following measures: a) to prevent 
fire and accident; c) to promote cleanliness and good order.
All applicable legally required or recommended 
elements of safe evacuation (such as posting of 
evacuation plans, unblocked aisles/exits, employee 
education, evacuation procedures, etc.) shall be 
complied with and workers shall be trained in proper 
safety, first aid, and evacuation procedures.
There were at least 4 aisles in sewing line at Building III blocked 
by production material boxes and pile of garment production.
factory observation, 
management interview
The factory should maintain clear stairways, aisles, 
and exit points for safe evacuation in an emergency.  
No findings (based on H&M current 
regular monitoring process).
Safety Equipment Labor Minister Regulation PER-04/MEN/1980, regarding 
Requirements for the Installation and Maintenance of Light 
Fire Fighting Equipment, Chapter II, Article 4(1): Every 1 or 
group of light fire fighting equipment must be place at position 
clearly seen, easily, reached, taken, and equipped with 
marking. 
All safety and medical equipment (such as fire fighting 
equipment, first aid kits, etc.) shall be in place, 
maintained as prescribed and accessible to the 
employees.
There was missing placement mark for 2 fire extinguishers in 
fabric warehouse.
factory observation, 
management interview
Factory to place a proper mark, mount, check, and 
repair the pressure of all fire extinguisher on site, 
including those that are noted during the audit.
Safety Equipment All safety and medical equipment (such as fire fighting 
equipment, first aid kits, etc.) shall be in place, 
maintained as prescribed and accessible to the 
employees.
There were incomplete first aid supplies for at least 4 first aid kit 
boxes in Sewing Buildings 1 and 3. Contents do not match 
checklist posted. There were missing gloves, burn cream, 
scissors, and adhesive bandage. There was a stretcher (tandu) 
near the exit, but it was poorly maintained. 
factory observation, 
management interview
All first-aid kits should be accessible at all times in 
each work area and with necessary supplies. First-
aid kits should be replenished with unexpired 
materials and maintained on a regular basis. 
No findings (based on H&M current 
regular monitoring process)
Chemical Management Labor Minister Decree No: KEP.187/MEN/1999 regarding 
Hazardous Chemicals Control at Work, Articles 2 and 3: 
Company using, storing, wearing, producing, and transporting 
hazardous chemicals at work place is obliged to control the 
chemicals by providing Material Safety Data Sheet (MSDS). 
Article 16: MSDS shall put down in place which is easily 
noticed by the worker. 
All chemicals and hazardous substances should be 
properly labeled and stored in accordance with 
applicable laws.  Workers should receive training 
appropriate to their job responsibilities in safe use of 
chemicals and other hazardous substances.
There was missing MSDS for some chemical substances, such 
as: pull-out powder, rust go, thinner, tar go. In addition, there is 
no source of water and/or appropriate medical supplies near 
chemical storage/chemical usage area.
worker and 
management 
interviews; factory 
observation
All MSDS should be posted where chemicals are 
handled and written in the language spoken by a 
majority of employees, as well as English.
Other: No Back Rest for 
seating facility
Labor Minister Regulation No. PER-07/1964 regarding 
Condition of Health, Cleanness and Lighting in Workplace 
Article 9(2.d): Seating facilities shall have a backrest for 
support.
Most workers' chairs did not having back supports. Factory observation, 
management & 
workers interview 
Factory to step by step install the backrests for all 
seating facilities. Efforts related to ergonomic 
measurements will start with high risk areas for 
work that involves seated postures/positions.
Other: Medical Examination Labor Minister Regulation No. PER-02/MEN/1980 regarding 
Periodical Medical Examination, Article 2.2: Any undertaking 
as referred to in subsection 2 (2) of Safety Act No. 1/1970 
shall provide pre-medical exam to workers. Article 2.3: Pre-
medical exams cover complete physical exam, physical 
fitness, X-rays of lungs (if possible), laboratory routine, and 
other exams considered necessary. Article 3.1: Any 
undertaking as meant in subsection 2 (2) above shall provide 
periodical medical exam to workers at least once a year 
except otherwise determined by Director General for 
Development of Labor Relations and Protection of Manpower. 
Article 3.2: Periodical medical exam is meant to maintain the 
health condition of worker after having performed work and to 
make evaluation on possible influences of work as early as 
possible which are necessary to be controlled by taking 
preventive measures. Article 3.3: Periodical medical exam 
covers complete physical exam, physical fitness, x-rays of 
lungs (if possible), laboratory routine and other exams 
considered necessary. Article 3.4: Any employer, manager or 
doctor shall be obliged to make a manual on periodical 
medical exam conform with needs in accordance with existing 
kinds of work. Article 5.2: Special medical exam shall be 
provided to workers: a) who have met with an accident or are 
suffering from a disease requiring medical care for more than 
2 weeks; b) who are over the age of 40 years or female 
workers, disabled workers, and young workers performing 
specific work or; c) where there is responsible doubt 
regarding their health. Article 9: Employer shall be responsible 
Factory has never been provided occupational medical 
examination (pre-medical, periodic medical, and specific medical 
examinations) for workers.
document review; 
worker and 
management interviews 
Factory to provide medical check-up (MCU) based 
on health risk assessment.
Factory has conduct MCU to 
workers who expose to chemical 
(based on H&M current regular 
monitoring process)
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Other: Bipartite Cooperation 
Institution
Labor Act UU No.13/2003, regarding the Industrial 
Relationship, Chapter XI Article 106(1): Every enterprise 
employing 50 workers/ laborers or more is under an obligation 
to establish a bipartite cooperation institution.
No bipartite cooperation institution established on site. document review (no 
related document 
found) ; worker and 
management interviews 
Factory to develop bipartite cooperation as 
accordance to local law.
Factory has a bipartite cooperation 
(based on H&M current regular 
monitoring process)
Legal Benefits Act No.3/1992 regarding Social Security Scheme 
(JAMSOSTEK), Article 3 (2): Every worker has the right to 
participate in Social Security Scheme (JAMSOSTEK). Article 
6: Social security scheme consists of working accident 
security, death security, pension fund, and healthcare 
security. Article 16(1): Workers, husband or wife, and children 
have right to get Healthcare security. Government Regulation 
(PP) No.14/1993 regarding Implementation of Social Security 
Scheme (JAMSOSTEK), Article: 2(3): Employer who employs 
minimum of 10 workers or pays wage minimum Rp 1,000,000 
a month must participate employees into Social Security 
Scheme. Article 2: Employer is obligated to register their 
employees to Social Security Fund Scheme (JAMSOSTEK).
Employers will provide all legally mandated benefits to 
all eligible workers
Based on last payment receipt for JAMSOSTEK and workforce 
information data of June 2006, only # out of # workers have 
enrolled in JAMSOSTEK. From this figure, all specified periods 
of time contract workers and some old permanent workers were 
not enrolled in social security scheme (JAMSOSTEK). Moreover, 
factory only enrolled their workers in social security scheme 
(JAMSOSTEK) for Packet A only covering death insurance, 
workplace insurance. and pension fund without healthcare 
insurance coverage. Factory used to factory’s clinic only for 
medical treatment and applies reimbursement system for 
hospitalization case. For getting reimbursement, worker has to 
get approval in advance from personnel and company’s doctor. 
From worker interviews, in case a worker is sick, they go to the 
on-site clinic to have appropriate treatment and/or medicine from 
doctor or nurse. If case could not be settled by on-site clinic, 
factory’s doctor would send patient to [City name] General 
Hospital with reference letter. Medical service cost was on 
pertinent worker and would be reimbursed to factory. Amount of 
reimbursement was not always equal to medical expense. 
Workers also stated that their spouse and children were not 
covered by health care security program. However, they were 
free to obtain medicines from on-site clinic for their spouse and 
document review; 
worker and 
management interviews 
Factory to enroll all workers to JAMSOSTEK 
packages A and B regardless of their employment 
status.
Legal Compliance for 
Holiday/Leave
Labor Act UU No.13/2003 regarding Working Hours, 
Subsection 4, Article 79.1: Entrepreneurs are under an 
obligation to allow their workers to take a rest and leave. 
Article 79.2: The period of rest and leave as mentioned under 
subsection is 12 workdays after the worker works for 12 
months consecutively.
Workers will be paid for holidays and leave as required 
by law
Factory applies 2 different practices in providing annual leave to 
their workers, which actually is not in accordance with granted 
Collective Bargaining Agreement (PKB). Annual paid leave was 
compensated by money paid by cash annually on Lebaran 
Festival. This practice was applied only for all production 
workers, including specified period of time workers. Practice of 
actual annual leave only provided for permanent monthly 
payment workers (staff) only.
document review; 
worker and 
management interviews 
Factory to provide granted annual leave in 
accordance to CBA and local law.
Accurate Benefit 
Compensation
Act (UU) No. 3/1992 regarding Social Security Scheme 
(JAMSOSTEK), Article 18: 1) Employer is obliged to have a 
list of workers and their family, list of wages and its changes 
and list of work injury in company or part of company; 2) In 
addition to obligation as mentioned in Article 1), employer is 
obliged to inform workforce and company data related with 
social security scheme program to relevant bureau; 4) If 
employer informs incorrect data as mentioned in Article 2) that 
lead to lack of social security scheme payment for workers, 
employer is obliged to pay for lack amount. Government 
Regulation (PP) No.14/1993 regarding Implementation of 
Social Security Scheme (JAMSOSTEK), Article 9: 
Contribution is 5.7% of monthly wage for each worker, paid 
by employer (3.7%) and by employee (2%).
All employees will be credited with all time worked for 
an employer for purposes of calculating length of 
service to determine the benefits to which workers are 
entitled.
From record review, JAMSOSTEK contribution (employer: 3.7% 
and worker: 2%) made based on basic wage only, regardless of 
worker’s service year. Although factory provided some fixed 
allowances (seniority, skill, etc.), these were excluded from 
calculation. In practice, base calculation that included fixed 
allowances applies in calculating 1 day absent and overtime 
payment only.
document review; 
worker and 
management interviews 
1) Factory must review contribution payment for 
JAMSOSTEK, which must be based on basic wage 
which includes fix allowance (seniority). 2) Factory 
to do retroactive payment for balance payment of 
JAMSOSTEK (pension fund 3.7%) since 2005 to all 
workers.
Other: Improper Deduction 
for KOPERASI
Government Regulation (PP) No.8/1981 regarding Wage 
Protection Articles 20 to 22, stated permitted deductions are: 
Deductions because of personal obligation to the country and 
contribution to Social Security Fund are automatically 
charged; government tax; and advanced payment of wages 
and loan repayment (if employee agrees in writing and if 
doesn’t exceed 50% of wages).
Factory has a cooperation thrift organization called ‘KOPERASI’ 
for workers. Financial source of KOPERASI comes from the 
workers' contribution each month. Worker can use KOPERASI to 
borrow some money as necessary and payment will be deducted 
from worker’s salary. This is 1 of the recognized legally 
deductions. However, deduction applied was in excess of 50% of 
total salary received. [Some sewing] workers being deducted as 
much as Rp. 355,350 and Rp. 404,150 from gross salary of Rp. 
453,733 and Rp. 447,033 from July 1-15, 2006. This resulted in 
salaries from Rp. 82,400 and Rp. 200 that payday. Workers 
were acknowledged by KOPERASI in advance for this kind of 
deduction. However, there was no written concern from workers 
regarding deduction maintained. 
document review; 
worker and 
management interviews 
Factory to cease practice to deduct payment of 
more than 50% from workers' salary. Government 
regulation allows factory to deduct workers' salary 
up to 50% from their income.
Loan installment deducted directly by 
KOPERASI (based on H&M current 
regular monitoring process)
Other: Separation Pay (Uang 
Pisah) of Termination 
Payment
Labor Act No. 13/2003, regarding Termination of 
Employment, Chapter XII, Article 158.4: Workers/laborers as 
mentioned under subsection 1) whose duties and functions do 
not directly represent the interest of entrepreneur shall be 
given detachment money whose amount and procedures or 
methods associated with its payment shall be determined and 
stipulated in work agreements, company regulations, or 
collective labor agreements. Article 162.2: Workers/laborers 
who resign of their own will, whose duties and functions do 
not directly represent the interest of entrepreneur shall, in 
addition to compensation pay payable to them according to 
subsection (4) of Article 156, be given detachment money 
whose amount and procedures/methods associated with its 
payment shall be regulated in work agreements, company 
regulations or collective labor agreements.
Factory has not yet regulated separation pay (uang pisah) on 
company regulation. This benefit actually is paid to worker as 
part of termination package that should be given to eligible 
workers when they resign from the company.
document review; 
worker and 
management interviews 
Factory to discuss with union to determine 
detachment money in accordance to law and 
communicate to all workers in regard to the result.
8. Wages and Benefits
7. Freedom of Association and Collective Bargaining
Employers will recognize and respect the right of employees to freedom of association and collective bargaining.
Employers recognize that wages are essential to meeting employees’ basic needs. Employers will pay employees, as a base, at least the minimum 
wage required by local law or the prevailing industry wage, whichever is higher, and will provide legally mandated benefits
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Overtime Limitations Labor Act UU No.13/2003, regarding Working Time, Chapter 
X, Paragraph 4, Article 78.1(b): Overtime can only be 
conducted a maximum of 3 hours in 1 day and 14 hours in 1 
week.
Except in extraordinary business circumstances, 
employees will (i) not be required to work more than the 
lesser of (a) 48 hours per week and 12 hours overtime 
or (b) the limits on regular and overtime hours allowed 
by the law of the country of manufacture or, where the 
laws of such country will not limit the hours of work, the 
regular work week in such country plus 12 hours 
overtime; and (ii) be entitled to at least 1 day off in 
every 7 day period. An extraordinary business 
circumstance is a temporary period of extra work that 
could not have been anticipated or alleviated by other 
reasonable efforts.
From randomly selected attendance record review, some 
selected sewing workers worked 60-70 hours per week (20-30 
hours per week of OT) some weeks of June 2006. [For 
example,] maximum total work hours found were 72.5 hours a 
week or 32.5 hours per week of OT and 74 hours a week or 34 
hours per week OT in period from May 8-14, 2006. In addition, 
since January 2006, attendance records have used electronic 
swipe cards. In practice, factory never printed out a hard copy of 
the attendance record. In order to get information regarding 
attendance record, auditor must get information directly from 
computer. However, due to program system reason, attendance 
records only could be sorted and viewed per each person of 
each month. Hence, it was unable to get a clear picture of 
general overall working hours conditions in factory. During audit, 
it only can be verified working hours from limited attendance 
records of selected samples.
document review; 
worker and 
management interviews 
Factory must cease practice of working more than 
60 hours a week. Factory must comply with working 
hour limits stipulated in local labor law and COC 
standard.
Overtime Limitations Labor Act UU No.13/2003, Chapter X, Paragraph 4, regarding 
Working Time, Article 79.2(b): There must be, at least, 1 day 
off a week (for factory-applied 6 working days system) or 2 
days off a week (for factory-applied 5 working days system).
Except in extraordinary business circumstances, 
employees will (i) not be required to work more than the 
lesser of (a) 48 hours per week and 12 hours overtime 
or (b) the limits on regular and overtime hours allowed 
by the law of the country of manufacture or, where the 
laws of such country will not limit the hours of work, the 
regular work week in such country plus 12 hours 
overtime; and (ii) be entitled to at least 1 day off in 
every 7 day period. An extraordinary business 
circumstance is a temporary period of extra work that 
could not have been anticipated or alleviated by other 
reasonable efforts.
From randomly selected attendance record review, workers 
worked consecutively without 1 day off in 7 at least in listed 
periods below: Sewing 20: May 29-June 23, 2006 (26 
consecutive days); Sewing 06: June 6-16, 2006 (12 consecutive 
days); Packing: May 15-24, 2006 (10 consecutive days); May 2-
14, 2006 (13 consecutive days); Sewing 02/06 and QC: May 2-
20, 2006 (19 consecutive days); May 2-24, 2006 (23 
consecutive days); May 8-20, 2006 (13 consecutive days); 
Warehouse: July 3-29, 2006 (27 consecutive days); July 5-17, 
2006 (13 consecutive days). According to management, 
consecutive working days were to meet shipment date.
document review; 
worker and 
management interviews 
Factory must, on a regularly scheduled basis, 
provide employees with 1 day off in 7.  
Accurate Recording of OT 
hours Worked?
Labor Minister Decree No. KEP.102/MEN/VI/2004, regarding 
Calculation of Basic Overtime Wage, Article 8.1. Overtime 
wage calculation is based on monthly wage/salary. Article: 
8.2: The calculation method of 1-hour wage is 1/173 times a 
month wage.  Article 11: Calculation methods of overtime pay 
are as follows:
If overtime work is executed on working day: for first overtime 
hour, must be paid a pay amounted to 1.5 times of 1-hour 
pay; for each next overtime hour, must be paid a pay 
amounted to 2 times of 1-hour pay. If overtime work is 
executed on weekly rest day and/or official holiday for 
working time of 6 working days 40 hours a week, therefore: 
calculation of overtime pay for first 7 hours is 2 times of 1-
hour pay, and 8th hour is 3 times of 1-hour pay and 9th and 
10th hours are 4 times of 1-hour pay; if official holiday falls on 
shortest working day, calculation of overtime pay for first 5 
hours is 2 times of 1-hour pay, the 6th hour is 3 times of 1-
hour pay and 7th and 8th hours is 4 times of 1-hour pay. If 
overtime work is executed on weekly rest day and/ or official 
holiday for working time of 5 working days and 40 hours a 
week, calculation of overtime pay for first 8 hours is 2 times of 
1-hour pay, 9th hour is 3 times of 1-hour pay and 10th and 
11th hours is 4 times of 1-hour pay.
Employees will be paid for all hours worked in a work 
week.  Calculation of hours worked must include all time 
that the employer allows or requires the worker to 
work.
Overtime compensation practice was not in accordance with 
granted Collective Bargaining Agreement (PKB). Although PKB 
has regulated OT compensation according to regulation, 
practically if there is OT work in a day, it can be paid OT wage 
only or output target payment only and/or combination of both 
(OT wage and output target payment). Actually there was 
unclear system in determining such compensation system. Even 
accounting/payroll manager cannot give clear explanation on this 
stage. It only stated that determination of the payment would be 
based on people in charge of production. However, when further 
verified with in-charge persons in production, it remained 
unexplainable. Those in-charge persons have different responses 
in this regard. In practice, workers will clock their attendance in 
and out records by themselves. Then, in-charge person (CEK 
KARTU) in production will sort and total worker’s times in and out 
from computer data manually to total of worker’s attendance 
report records. This record was used to determine OT work 
compensation whether worker will be compensated based on 
output target payment, actual OT payment or both. Furthermore, 
there were discrepancies noted between total of worker’s 
attendance report records and actual worker’s attendance 
records. For example: With clock out information missing on total 
of worker’s attendance report record, OT work compensation 
determined as output target payment. As result, this led to in 
question. Although total of worker’s attendance report and actual 
worker’s attendance records showed OT work up to 18:00 on 
June 5, 2006 for at least some selected workers of Sewing 20, 
OT work compensation determined as output target payment of 
Rp. 6,500, while if it is compensated for actual OT payment, it 
should be paid at least Rp.16,185. This caused improper OT 
document review; 
worker and 
management interviews 
1) Factory should have a clear written OT policy and 
provide training to supervisors and workers. 2) For 
any OT miscalculations identified in audit, factory 
must recalculate and payback difference in wages 
to employees.
Unauthorized Subcontracting Questions from Audit Instrument: (3I.1) Does factory 
have someone overseeing subcontractors to ensure 
their contracts are implemented in compliance with 
code? (3I.2) Please explain any discrepancies, 
noncompliances, risks or uncorroborated evidence of 
noncompliance. (5E.1b) Do contracts between factory 
and any subcontractors and/or recruitment agencies 
comply with FLA COC, including 1 rest day; maximum 
hours of work; minimum wage and OT payments; 
minimum age; and health and safety requirements?. 
(5E.2) Please explain any discrepancies, 
noncompliances, risks or uncorroborated evidence of 
noncompliance.  
Factory does not have someone overseeing subcontractors used 
(printing, embroidery) and no evidence the factory conducts  
monitoring visit to ensure their contracts are implemented in 
compliance with code.
document review (no 
document evidence 
found), management 
interview
Factory is required to conduct regular monitoring 
visits at subcontractor facilities and evaluate manner 
in which they are following required compliance 
practices.
Factory has someone overseeing 
their subcontractor (based on H&M 
current regular monitoring process).
10. Overtime Compensation
Miscellaneous
In addition to their compensation for regular hours of work, employees will be compensated for overtime hours at such premium rate as is legally 
required in the country of manufacture or, in those countries where such laws will not exist, at a rate at least equal to their regular hourly compensation 
rate.
9. Hours of Work
Except in extraordinary business circumstances, employees will (i) not be required to work more than the lesser of (a) 48 hours per week and 12 hours 
overtime or (b) the limits on regular and overtime hours allowed by the law of the country of manufacture or, where the laws of such country will not 
limit the hours of work, the regular work week in such country plus 12 hours overtime; and (ii) be entitled to at least 1 day off in every 7 day period.
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